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CWAPTER I 
INTRODUCTION--AN EXPLANATION OF THE OBJECTIVES 


Faced with the task of selecting an appropriate subject for a research 
paper, my initial reaction was to conduct research in an area which would 
prove both interesting and beneficial in future endeavors. With this thought 
in mind, sclicitation of the assistance of personnel in the Fiscal Division, 
Headquarters Marine Corps, as to probable areas, culminated with the decision 
to prepare a research paper on the Marine Corps Steck Fund, 

Thus, my initial objective in selecting the Marine Corps Stock Fund 
was basically one of self-education. Preliminary inquiry into the subject 
presented the inspiration for the second objective of this paper. It was 
evident from my first exposure to the Marine Corps Stock Fund supervisory 
personmnel,and the directives governing stock fund operations, thet the 
personnel working in this area were a hard-core of “experts” who speak and 
write in a language incomprehensible to one who has not been privileged te 
have been “supply educated,” 

The fact that over ninety per cent of the items carried in the 
Marine Corps Supply System are also found in the Merine Corps Stock Fund is 
evidence of its importance. The fund benefits elmost every man and woman in 
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2 
the Merine Corps, yet only a limited mmber have even @ vague idea of the 
principle underlying the stock fund, its reason for being, or its operation. 
After heving conducted preliminary inguiry into the operation of the fund 
the veason for mich of this apparent lack of knowledge became evident. The 
directives dealing with the operation of the fund are so replete with technical 
gupply terminology that individuels sincere in their desire to leara, hut 
lacking a broad supply background, find themselves overwhelmed by it all and 
give up in despair. 

Thus recognizing the importance of the stock fund end armed with the 
knowledge thet few possess even a general knowledge of the fund it is ny 
sincere hope to present this information in such a manner that the basic 
principles could be understood by all, rather than just a select few, 

As a {inal objective of this paper an evaluation will be made 
regarding the success or failure of the fund in consequence with the 
objectives envisioned by the originators of the stock fund principle. In 
this area an attempt will be made to forecast the influence of the newest 


end most talked-about govermmental agency, the Defense Supply Agency~-which 





ough in its infancy has exerted much pressure in the supply department of 
all the military services, 

In attempting to accomplish the objectives just enumerated wa will 
teke a fleeting look at the background of the stock fund in general end the 
Merine Corps Steck Fund ia particular, in ordar to learn some of the reasons 
fox its inception; te study some of the problems in the administration of the 
fund; to evaluate and study the present organization and operating policies; 
and finally to indicate the budgetary processes and controls. 
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CHAPTER IT 


HISTORY, PRINCIPLE AND OBJECTIVES OF 
STOCK FUNDS--GONEEAL INFORMATION 


A quote from the Interim Report of the Preparedness Subcommittee 
No. 3 of the Committee on Armed Services should provide the necessary 
groundwork from which to progress into the subject; matter, 


Gne of the major causes of business failures in this 
country io tha lack of adequate or accurate accounting systems. 
it is axiomatic to say that no large, successful business can 
operate today without the benefit of accurate awl tinely 
£finencial information concerning its operations. 

Ite is easy te understand why, No matter how excellent the 
product, ao matter how hard and consclentiously the employees 
perform thelr duties, without adequate accounting records 
profits or imeses cannot be determined, wasteful or inefficient 
operations cannot be identified, and proper decisions cannot 
be made by the management. 

Further, intricste federal laws compel the businessman 
to maintain the most modern and accurate accounting systems 
possible. Yet these lews do not apply to that same federal 
goverment, mor do we find thet modern and eccuratoa Fiscel 
methoda are employed in the operation of the Federal Goverment, 

In light of the great advances which have been made in 
budgetary aad accounting teclmiques, it ia appalling to examine 
the fiscal operations of the military establisiment and find 
that the accounting system has beea jerry-built since the 
days of George Washington. 

It was the conclusion of Senator Margaret Chase Smith's 
Preparedness Subcommittee No. 2 of the Coamittree on Armed 
Sexvices which investigated the amaunition shortages, and, 
hence, the disposition of those funds which had been appropriated 
foc the purchase of ammmition, that the “budgetary structure of 
the Department of Defense... (is) in an intolerable state." 





see re 





em 


by 


Let it be emphasized that the subcommittee realizes that 
there ig a tremendous difference between the operations of the 
Department of Defense and a profit making organization. We do 
mot say that the Department of Defense should be “run like a 
business." It cannot be. But let it also be stated just as 
plainly that the money and materiel entrusted to the Department 
of Defense must be efficiently used and accurately accounted 
for. If the American people and their Congress are to be 
assured both that the military is operating as effectively and 
as economically as possible, and that the decisions they make 
are reached only after accurate information has been presented 
to them on the costs of the various programs requested, then 
we must have accurate fiscal records, inventories, and 
budgetary systems. 

Ever since the operations of our military have assumed 
such large significance in the nation's budget, there has been 
a demand for the adoption of more up-to-date businesslike 
procedures. The first significant action was taken shortly 
after the Second World War when the Defense Department Task 
Force of the Hoover Commission, under the Chairmanship of Mr. 
Ferdinand Eberstadt graphically pointed out many of the 
shortcomings of the fiscal procedures of the military. 

The revelations of the Hoover Commission report attracted 
great interest from several members of the Senate Armed Services 
Committee, and the efforts of the members of the committee, 
particularly Senator Harry F. Byrd, led to the enactment of 
legislation, drafted with the assistance of Mr. Eberstadt, which 
was designed to promote economy and efficiency in defense 
operations through the control of fiscal management by means 
traditionally employed in private enterprise. 

This legislation was embodied in Section 11 of the 1949 
amendments to the National Security Act of 1947 as Title IV 
of the Act. 


This quote though lengthy seems apropos in pointing up the intention 
of the Congress in the adoption of Title IV; namely, that the money and 
material entrusted to the Department of Defemse must be efficiently used and 


accurately accounted for. In the area of working capital funds this 





ly. S. Congress, Senate, Interim Report of the Preparedness 
Subcommittee No. 3 of the Committee on Armed Services, Implementation of 
Title IV National Security Act of 1947 as Amended, S. Res 86, 83rd Congress 
(Washington: Government Printing Office, 1954). 
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5 
legislation was designed to px economy and efficiency through the control 
of fiscal management by means traditionally employed in private enterprise. 
Thie peint will be stressed throughout the peper in comparing the stock fuad 
principle to those ef a commercial enterprise, 
Secretary of Defense McNeil in deserlbing Title IV of the National 





Security Act Ammuximents of 1949 stated: 


This title really provides the machinery for placing the 
— of the military services on a more businesslike 
mole. 

Mo complete syatem was ever established--bits and pieces 
have been provided at times, but this is the first attempt, 
i think, to provide on am overail basis for businesslike 
operations. 


Section 405 of Title IV of the National Security Act contains the 
basic authority for the establisiment of workingecapitel funds. This section 
provides: 


In order more effectively to control and account for the 
cout of programs and work performed in the Department of Defense, 
the Secretary of Defense is authorized te require the 
establishment of working-capital funds in the Department of 
Defensn for the purpose of: (1) financing inventories of euch 
stores gepplies materials and equipment es he may deaignate 


> ? * 9% 


Working-capital funds are of two types, commercial or industrial funds 
and stock funds.* This paper will be devoted to the discussion of stock funds 


25, 8, Congress, Senate Biman moe ag ae Bo. 3 of the 
Comaitties on Armed Services, Jip mieion of Title pion. city A 
Q: Sena. , (ectineton: ——-% 





, 28 amended, S3r@ Congress, ist 
ing Office, 1954) , i. 2, 


* rs 7 —_ ~~ lst Sese., Metionsg! gity A 
eee. i ii y 216 (Waghington: Government: Srintine GEFico, 








4U. &, Congress, Senate, loc cit., p. 10. 
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6 
with apecial emphasis on the Marine Corps Steck Fund. 
A stock fund is a type of working-capital fund eatablished 
to finance the acquisition and maintenance of materials, supplies, 
and equipment for sele within a military department or to other 
milicary departments or to their persommel, It contemplates the 
oneration of the inventory in 2 fashion éimiler go the operation 
of a privately owned merchandising organization. 

The etock fund principle can be compared to the normal operations of 
a merchandising organization. The proprietor of business uses invested funds 
(capital) to purchase goods which are xveeolid at a profit. The income from 
such sales is thes used to purchase addicional merchandise, thus continuing 
the process or cycle. 

A stock fund ie tae application of the merchandising cycle to the 
supply function of the military department; with the exception of profite. 
More specificaliy, the steck fund is an operational and financial device 
eapioyad by the wllitery services to facilitate financial control over 
consumable supply items for which there ie a recurring demand. The stock fund 
mechanion pemaite the handling of imventories of continuous demand items on 
@ weplacement basis, much as private distributers replace stocks depleted by 
saies with new stocks purchased with the preceeds from euch gales. 

Although the pagsage of "Title IV’ publicized the steck fund concept 
at @ means of control in military finemcing and required ali departments of 
the military euteblishment to utilize this method, the basic principles of a 
working~capital fund were net new. A congresstonal act of March 3, 1693, 
directed that the oum of $200,000 be carried to the credit of a permanent 





“ibid. 
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7 
Navel Supply Furnd.© ‘the gveatly expended Naval Supply Fund, presently kaowm 
as the Navy Stock Fund, is the forerunaer end format of the existing military 
stock funds, 

The eatablishment of stock funds wes based on a requirement for 
businesslike management end financial efficiency within the military 
departments. The purpose of ae stock fund may, therefore, be listed ass! 

1, Te provide a simplified means for consolidating management; 
finencing, control, and accounting for the procurement of materials which are 
chargeable to a number of consuming activities when the items are Losued, 

2. To facilitate improved control of consumption of material through 
budgeting, financing end accounting. 

3. To provide a means for financing the acquisition and holding of 





stocks which would simplify appropriation accounting end give grester 

fimancial flexibility im these operations than is available by eny other means. 
The consolidation of inventories improves financial centrol over the 

consumption of muterial at the consumer level eince the comsumer cammot resort 

to freee issues but must budget for vequirements and account for all purchases. 
Som of the mavagement advantages which the orlginatora koped would 

be gained by the operation of « stock fund are summarized as follows:® 





41 Statutes 1169. 


of Defense Directive 7420.1, “Regulations Geverniug Stock 
Fund Operation,” Gashington: Department of Defense, December 19, 1956,) p. 2. 


mt. of Defense, Working Capital, Punds of the Department of 
Defense, Sec, 405, Public Law 216. 
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1. Funds to replenish inveaterice to meet known requirements are 
provided eutematically. (Procsrement of supply items is kept closer in line 
with demand, resulting ia better utilication of inventories.) 

2. Contracts for steck fund purchases can be placed in orderly 
fashion considering procurement lead-time and in come cases can be timed to 
take edvantage of faverable prices. 

3. All inventories of the stock fund or divicion of the stock Amd 
ave carried Ia one account, thereby eliminating the necessity for separate 
cunerahip accounts and thus facilitating crosa~-serviclag between departments 
om & cash end carry besia. 

4. Mobilization reserva stocks in a stock fund are protected for 
their intended use, sinee they camet be issued for current consumpticn 
without provision for replacement through reimbursement upon sale. 

5. Gperatious under a stock Zund tend to make a consuming activity 


more cost conscious siace the appropriation of the consuming activity is 





charged for the cost of iteus isaued, thereby encouraging supply discipline. 
6. Uucgets anc the financing of customer requirements are placed on 
@ coot basie under which charges for materiel ere mada at the time material 
ie issued from the fund, rather than at the time obligations for procurement 
eve incurred, 
The steck fund form of inventory control, although used by the Nevy 
since 1593, was not utilized by the other military departments prior to the 


enactment of “Title IV" in 1949. The memayement of the Navy Stock Fund was 








g 

available for guidance end reference, but the initial establishment of a 
stock fund in each of the ocher military departments offered its owm distinct 
problems. Differeuness in organizational strunture, missions, and material 
and equipment used, cach caused its own problems which could only be solved 
by the experience and etudy ef the perscmaci who were required to operate 
the various funds. -_ 

Tae followlag chapters are devoted to outlining and discussing the 


establishment, organisation, operation, and pregresa of the Marine Corps 








CHAPTER IIT 





Ag we have already noted! Section 405 of the National Security Act, 
contains the basic authority for the evtablishwent of working-capital funds. 

The passage of "Title IV" of the National Security Act required that 
a thorough evaluation of the finencial management structure in the Marine 
Corps be conducted end changes instituted where necessary, Due to the Korean 





War, the changes required to establish a steck fund were aot atteapted nor 
Wat a study initiated immediately. However, on Seotember 326, 1952, the 
Secretary of the Havy directed thet temediate action be taken to establich 

a Marine Corps stock Fund. He further required that this fund be operational 
by July 1, 1953, if at all feasible. 

The full installation of such a fund was in itself a tremendous job, 
but the time limitation, lease then mine months from the indtial directive 
unmtii cperstiens were scheduled to commence, only multiplied the odde egeinst 
success. The fact that the deadline was met is a credit to those who 
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11 

participated in the initial design, orgamization, and installation of the fund. 

In establishing policies and procedures for the installation of such 
a fund the basic tasks included: 1° 

1. The design, development, and installation of a financial reporting 
System for inventories. 

2. The selection, pricing, and cataloging of items to be financed 
under the fund. 

3. The development of a financial plan which would project the 
requirements for cash and inventories to be capitalized. 

4, The development and implementation of a system for charging 
customers and reimbursing the fund. 

5. The development of accounting systems and procedures. 

6. The development of a charter. 

7. The promulgation of the necessary directives and manuals for use 
in the field and in the education of personnel. 

The efforts of the task force appointed to study the problems 
progressed with such satisfaction that on March 17, 1953, a charter was 
recommended and forwarded to the Secretary of the Navy for approval. The 


principles set forth in the charter specified that: 





10p. 3. Farrally, “Review and Summation of Marine Corps Stock Fund 
Management” Armed Forces Mana mt, Vol. 1 (March 6, 1955), p. 8. 


ll'charter for the Marine Corps Stock Fund," Marine Corps Stores 
Accounting Manual, (Washington: Department of the Navy, 1954), pp. ii-iv. 


‘7 
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12 


1, CGperations would commence effective July 1, 1955. 

2. Administration end manegement of the fund would be under the 
dixvection of the Quartermaster General of the Marine Corps, 

3. The functions end responsibilities of the Quartemsaster General 


were to include: 


Re 


levels. 





Obtaining meximam use of the fund capital with adnisum stock 
Formlating ad establishing operating procedures. 

Price computation, cataleging, and price list promulgation, 
Management of acquisition, storage, control and distribution 


Meintesence of accounts and records, 
Preperation of reports and etaetements. 


4, The itema encompassed by the fund would faclude all inventories 
designed in the categories of individusl clothing, subsistence, electronics, 
engineer, general suoply, moter tranepert, and erdnence, and that 
stratification of these categories would be accompliched, 

>. The following establishments would be tacluded: 


Bs 


Ali Marine Corpse Bepots. 

Marine Corps Schools, Quantico, Virginia. 

All Merine Corps Air Sterions in comtinemtal United States, 
For fudividual clothing only, all regquler Marine Corps unites 


mos on combat accountability. 
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13 
6 The initial capitalization should include cesh, inventories on 
hand, and on order, and liabilities in the form of a stock withdvawal credit 
ved budset recsirements for ctock fund 





to be based on the qmount of appr 
issues in excess of available funds for fisenal yeer 1954. 

The proposed charter was approved by the Secretary of Defense on 
June 1, 1993, and on Joly 1, 1953, the Marine Corpe Steck Fund commenced 
operations. 

There is no disputing the fact that initial operations of the fund 
lacked refinement and that many years would pass before a really goed system 
covering all the various aspecte would be in force. But, the fund had been 
created and the remarkable success to date received recognition from the 
Congress and cet a standard for the other services to attain, }? 

The charter for the Marine Corpse Stock Pund was reestablished on 
12 March 1956, under guthority contained in Section 405 of the National 
Securizy Act and the Regulations Governing Stock Fund Overetions, Depertuent 
of Defense Directive 7420.1 approved by the Assistant Secretary of befense 
(Comptroller) on 12 March 1956. °° 
ig presently operating. 


This is the charter wader which the fund 





i2y, 3. Congress, Senate, Interim Repost of the Pesperptness 
——o — 3 of oon 9 on Axmed —n 1g 
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The initial capitelication of the fund amounted to $316 million, of 
which $40 million was ia cash that hed been transferred from unobligated 
balenese of anaual apprepriatiows, and $276 million in lmventories. A steady 
growth haa been accomplished thrauigh the acquisitions of an ever lacreasiug 
weber of supply ites te etock fund contuvi. Table 1 dilustvates the value 
of dewentorios at 30 duae 1960, in termes of the quantity ef items encompacsed. 
The manber of isems per stock category has grown from slightly over 34,000 
in 1953, te im exceaa of 281,000 im 1961. As of Fume 3, 1961, the value 
of thece Lavemtories amounted to $255,600,000; and cesh om hand amounted to 
$35,300,000, 

Dy following a velnvestment policy which allowed sales to exeaed 
obligation emthority atec level reductions in certain erence were obtained 
with the resulting effect that laventories were converted into cach and 
excesges were raduced. By June 36, 1961, the cum of $133,900,000 had been 
veturned by legislation to che Treasury or tvansferred to other eppropriations. 
This exceeds by 993,900,000 the cash origimally received by transfer at the 
inception of the fund, 

We heve thas reviewed the authority for the adoption of steck funds, 
the objectives which were hoped for by their adoption and « brief look at 
the histery ef chesa funds. The following chapter chall be deveted to the 
operation and organisation of the Merine Corps Stock Fund, 
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TE MARINE CORPS STOCK FE 





Uader the direction of the Secretary of the Nevy end the Commandant 
escigned the reeponsibiiity to administer and manage the Marine Corps Stock 
Fumi in conformity with such policy statements, appropriate regulations, and 
procedures acs may be isoued by higher authority. 

The Quartemmaster General of the Marine Corps monages end administers 
the stock fund with the advice and guidance of the Marine Cerps Stock Fund 
Beard. The board, composed of hey members of the Commmndant's staff, effects 
en operational review of the fund and provides guidance as related to:** 

il, Eetimating income after considexation of the plans for operatiozal 
forces, weapons, espipment, lociatical end persommel prograns. 

2. Plauned inventories in the Light ef plamed consumer program 

3» Plammed procurement programs and inventory holdings in relation 
to prierity assigned various programs, 

4. Plemed mobilization reserves in relation to procurement 
eapebility auc relative priority. 








Mretter from Comendant of the Marine Corps, January $, 1957. 
16 
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To agsint the Quaertermastes General in overall maaagement and 
edainistration, 2 central office, kaown a9 the Steck Fund Manageaont Section, 
was establiched to control aul coordinate major segeents of the fund. 
Subdivisions of the wamagement section, termed Supply and Inventory Coutrol 
Points, are respemsible for the complete management of particular comedity 
areas within the fund, 

The fund mctually operates in a manner similar to a lerge chain 

wy store, Management and contxvol are cemtraliced at Headquarters, 

Marine Corpe; the procurement, yveoeipt, storage, and issue of materiale is 
decentralised to key points throughvut the country. A “Self-Service Center" 
hea heen aeotablished within the syeten which basically parallels the 








comuoreclal-type supermarket. Accounting and inventery reports received fron 
the fleld activities are cor 
fou decisions and reports to higher euthority. 

At this point a brief discussion of the organisation of the Merine 
Corps Stores System should aid in underetanding the operation of the fund. 

To the Marine Corps Stores System lo ascigned the mission of 
providing financial and inventory management of a1] material fimenced by the 
Meine Corps Stock Fund and by funds budgeted for Merime Corps Appropriation 
Stores Account puwjects and programs, aud stocked im the Marine Corpse Steck 
Fund Account or the Marine Corps Appropriation Stores Account, 

The Marine Corpse Steres System includes tuo inventory control pointe, 
ene Located at Headquarters Marine Corps and one located at Marine Corps 





solidated at Hesdquarters and are used aa a basic 
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is 
Supply Activity, Philadelphia, Pennsylvania, and two coastal supply complams, 
each composed of a supply center and the stock accouat (54) activities of the 
mejor non-Plest Marine Force oomaands directly euppevted by the oupply center. 
Additionally, the stores system enbraces designated individual 
clothing accounts, commissary stores account 
accounts et other then the locations identified im the composition of the two 





eoastal supply complexes and amanition accounts comprised of Marine Corps- 
owned eumunition stecked at Nevy ammunition depots. Stores systea activities 
supply stores account aueect¢e to these accounts and perfoma for thea all 
required stores accounting functions, 13 

The Nerine Corps stores syctem consists of the following major 
commands : 

1, Marine Corps Supply Activity, Philadelphia, Pemasylvania. 

2. Merine Corps Supply Center, Alheny, Georgie, and Barstow, 
California, 

3. Marine Corps Schools, yantiew, Virginia, 

&, Marine Corps Dases, Camp Lejeune, Nocth Carolina, and Caup 
Pendleton, California. 

5. Maevime Corps Recruit Depots, Parris Island, South Carolina, and 
Sen Diego, California. 

At this point it would seen eoprepriate to consider some of the 

pongibilitcies which area assigned these major commands. 











Department of the Navy, Headquarters United Gtatas Navine Corpc, 
Marins one’ Order ? 4400,19 "Marine Corpa Supply Maemuel, Volume 1," 
(Weshington: Department of the Nevy, Headquarters United States Marine Corps, 
May 23, 1961), pp. b-?. 
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Under the military and management centrol of the x 
Marine Corps, the Coomanding General, Marime Corps Supply Activity, 
Philadelphia, is responsible for laventery control of 211 centrally~managed 
and centrally procured items (other than subsletence, oc 
dey cell batteries, petroleum, oils, and lubricants) procered 
appropriation Marine Gerpe Stock Fund. 

More detailed responsibilities assigusd the Supply Activity, 
Philadelphia, include: 

1. Commitation ef requirements, 

2. Prepar@tion of budgct ostimates. 

3. Development of inventory dzta. 

4, Fouitiowing or repositioning of agsigned items included 
the stock fumed. 












5. Maintenance of attained mobilization reserve stock assets. 

6. Wanetional responsibilities regerding inventery contrel. 

Zo the Coomendant, Merine Corps Schools, Quantico; Commanding 
Generals, Marine Corpse Bases, Camp Lejeune ail Camp Pendleton; and Comnanding 
General, Marine Corps Reeruit Depots, Parris Islend and San Diego, are 
assigned the following sesponsibilities relative te the operation of the 
stock fund: 

1, Budgeting for, requisitioning, and maintaining authorized levels 





god, locally procured meterial. 
&. Ineuring thet adequate cupplies are stecked to support flect 
mavine force aml ether assigned activities. 
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3. Maintaining security over supplies in store. 

4, Providing warehousing aad aduinistrative apaces, 

S. Maintaining stock aad local location and inventory records, 

The batic principle of the Merine Corps Stock Puss operation 

mpasees a revolving cycle of procurements, storage, and distribution 

accomplished in aucerdeace with the mission aad respencibilities assigned 
the major coummds of the Marine Corpa Stores Systema, +6 

In goneral, the basic criteria for determining categories of iteme 
to be Eimenced by the stock fund ave: (1) that the coat of items of such 
eategorios when Leaued for use ere chargeable to ea number of consuming 
activities; or (2) that the items of mich categories are held primarily for 





sale to persomael of the department or personnel] of other agencies of the 
Department of Defense; (3) thet there must be a recurring demend for the 
items of any category held by @ stock fund co thet the stock fund inveetwont 
thewein eheall mot become frozen; amd (4) generally, the items vkich may be 
included in stock funds shall be confined to these for issue for supply 
purposes amd not extemied to include these held for enpitel iavestment or 
fox use. )/ 

items to be tucluded in the fumd are purchesed and stored in 
euriialent quemtities to maintain stock levels at predetemained amounts. Ail 
material authorised to be purchased by the atock fund ere carried in the 


lguoeg, p. 18. 


lL penartnent o£ Defense Directive 7420.1, p. %. 
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al 
fund at all eupply cemters, depots, and at designated stations. When required 
by the field activities, distcioution is accomplished through established 
chemnels of supply te Marine Corps users, As these items are lesued fron 
imvenzory to woe, the eppropriation gramted to the using function is charged 
ami the eash capital of the stock fumd ic reimaursed. By this method, naw 
eredit is generated for asocher cycle. 

All materials procured and/or stoved in the Marine Corps supply 
systea fox isgue, for maintenance, and operating purposes are mithorized to be 
earried in the steck fumd, Normally thie will include all consumable types 
of material and relatively minor items of equipment, including parts end 
components used in the manufacture, assembly, maintenance or rebuild of end- 
items for the military cupply eyeten. 

The major categories of material approved for financing by the steci: 
fuml ave: clothing ai textiles, electronics, engineer, fuel, general eupply, 
motor transport, ordnance, subsistence, and commissary stores. Ali secondary 
items vithin these categories (including spare parts) are aleo included. /° 

The major coumands in the Marine Corps stores system!” act as 
teceiving, storage, and issuing points, the “selling cvtiets" for the f&imd. 

Sales at standard prices ere made by the above selling outlets to 
authorized customers on a reimburcable besis. The purchasing activity "pays" 
for the itense by citing the appropriation avaiieble from which a transfer 

enertes for the Marine Gorps Stock Fund, Jos, cit. 
Louore, Pe 1G 





22 
of funds is made. These transfers are accomplished at ieadquarters, Marine 
Corpe by the Fiscal Division, The totel monetary values of all requisitions 
received is computed and used as the basie for debiting and crediting the 

Standerd prices have been established for cach item carried in the 
stock fumd, The following general pricing policies have been specified by 
the Department of Defease:*9 

Each itea finenced under a stock fund ehall heave a single standard 
price which shall be used for beth inventory sccounting (iecluding the 
determination of losses, gains, or adjustments) and for effecting 
reinourcemeats for sale or ieee. 

The otendard price of each item shall include the following elements: 

Ll. The current mexket or production cost of the item at the time 
the price is estebliched. 

2. The traemsportation costs for the item frum manufacturer or 
couiractor to the firet point of destination within the steck fmd supply 
system and in the case of single manager atock fund divisions, the additional 
transportation costs between single manager depots am! from euch depots te 
the concuming inventory locations within the United States. 

3. A ourcharge to compensate the stock fund for ail foreseeable net 
issses and authorised expenses releting to such tren. 





OD enarement of Defense Directive 7420.1, op. cit. 
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The expense of procurement, warehousing, redistributioa, repacking 
and handling, oz any other function of supply administration pertaining to 
@ stock fuml item will net be financed from the stock fuad or included in 
the standexsd prices of the item but will be charged to appropriations mado 
specifically therafer, 

The Merine Corps develops standard prices in coafermity with the 
above general pulicies. The standard price in determined by adding to the 
current replacement cost two surcharges; ome to offent first destination 
couts, and another to recover all foreseenble net losses aml axthorizad 

Ye should be meted that enrtain expanses which would nemaally be 
included iu the cost of the product umder a commercial type operation ara not 
@llownble for computing etenderd exices. Emamplesof these are depreciation, 
edministrative costs and certain other overhead costs. These costs are 
charged to aporepriations made specifically fer that purpose. 

411 inventories carried in the Marine Corps Stock Fmd, with the 
exeeption of Commiscary Stores, are valued at “standard price,” in aceerdence 
with Department of Defense pricing policies. 

Standard priee lista containing the current ‘selling’ price of stock 
fund items are publiched and distributed to the field activities on 4 








quarterly basis to be used in determining the “purchasa” price of materials 





requis it Loned 
By basing the sales on 4 standard price rather than market cost or 
seme. other method, the fund will recover upon sale or issue the amount in 
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ah 
dollave required to coplaee the item in inventory ani tims preserve the 
integrity of the fund dm the sense that it is self-pexpoetuating in tera of 
physical emi qiantitative corpus. In addition, standard pricing prometes 
uniformity throughout the eyatem, ac well as accuracy and simplicity in 
accounting ami inventory contrel functiens, 

Zt should be noted at this point thet wader certain conditions stock 
fumd items will be “sold” under e “reduced standard price” basis, A “reduced 
standard price’ is a price reduction ef 50% from standard price for sales 
purpoues, for material having an actual differeace in utility or desirability 
due to age, conditica, model, Priee veductions may be mithorised by 
eyprepricte loventory managers when material meets this established eriteric. 

Thais essentially is the mammer in which the stock fund fo organised 





endl operates. The question which logically comes to mind at this peint is 
how management is kept infcrmed or abreast of the operation. The folleving 
chapter will reveal the answer aq we review the financial reporting systen 


and controis, 
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CHAPTER V 
MARINE CORPS STOCK FUND FINANCIAL REPORTING AND CONTROL 


Section 405 of Title IV of the National Security Act of 1947, eas 
oamxied, which authoriced the establicheent of working capital funds, provides 
that, "reports of the comdition aad operations of such funds shall be mada 
enmuglly te the President end the Congress.” 

The Depertwent of Defense has developed a uniform financlal 
seporting system for working~capltal fund operations for the purpese of 
financial mesagement requivemenks in the Department of Defense, end to mest 
thea reporting requirements of the Congresa and other interested egencics. 

Prom the very outset it was the intemt of Congress that the operation 
of worlingecapitel funds chall parallel those of 2 commercial type 
ergmivation, The following ia am excerpt from the Geneveal Gummery of the 
Report of the Comittee on Armed Services,” 

PO oS tein i che acinar’ /—+ am ~- ints 
stock fumds, for the operation of indugtrial-and comercial- 


type activities as integral working unite--in a manner cintlar 
te commercial tusiness enterprises. . . » 
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Throughout the laws, dizectives, and regulations pertaining to 
working-capital and steck funds, the treme “businesslike management aud 
“eommercial-type" operation are used repeatedly. A closer study of the fuad 
veveais that in many ways the fineectel otrwcture end the control arthods 
wtilieed are similar to comparable civilian merchandising operations, but in 
many other ways the operation of the fuad is of necesaity different or at 
least modified. These differences for the most part are required because of 
the public or povermmental nature of the funds. Regulations concerning 
yoporcs, reviews and specific trensactions each has its effect im casing the 
Steck fund's finanedal and accounting policies end procedures to differ 
elightiy fron these established as generally accepted for a merchandising 

tis published reports of the fund are similar in appearance to their 
counterparts in the camercial businesses, but because of the unuoval nature 
Of various transactions, the subtitles and accounts of same of the statements 
mey requive soma explanation, It is the purpese of this chapter to discuss 
the controls end reports currently required and te give some explanacion in 

Several basic principles of internal control are net only used but 
ene required as a premequicite to a satiafastery system of stock fund 
financial eecounting. The commrcial nature of these principles is a good 
imiication of the dagres to which businueselike techniques and procadsres are 
being utilised. By regulation the follewing minim requiranets must be 
observed and thelr application is subject te audit by the General Accounting 
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27 
Offices ** 

lL. Camery accounts for transactions and stock balaacce shall be 
maintelecd in finamedal terms by the stock classifications adepted for stock 
zeporting purpeses, but separate accounts shall be meintalaed under each such 
Stock claseification for mobilization resexve stocks, 

2. Stock transactions shall be mmserioed in financial tems not 
less frequently then monthly, for vecording in the aforementioned summary 
(er control) accounts. 

a. the fimencial eccounts shall be oo devised as to facilitate the 
preparation of monthly or quarterly reposts as required, 

4, Detailed steck records shall be maintained im support of the 
cummary (control) accounts, but these records need mot show prices er amounts, 

5. All identifiable losses of material or dlapesals for any cause, 
as well as normal iesues, shall be vecorded promptly and documented with 
form showing authorizing or ayproving signatures. 

G, The original cocuments supporting ctock tramactions shall be 
vetained at the cite where the basic financial or stock records of the Stack 
Fumi Division are meinteined. 

7. Periodic or continucus, rotating physical checks of stock items 
ghall be made end the stock records end summary (control) accounts shall be 
adjusted in accordance therewith. 


ae Senartment of Defense Birective 7420.1, p. 23. 
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8. As a bacic control measure, finaacial eccounts mist be maintained 
by pexcons other than those having physical custedy of stocks. Peraons 
authorized to pay for goods received or whe authorise withdraval of stocks 
must also be separated fron the reeord-keeping function. 

The Congvess in placing the requirement in the lew thet, “reports of 
the condition ami operation of such fumis @hall be made enmeally to the 
President and to the Congress,"*? reserved to itself the final right to 
evaluate the operations of the fund, This enmeal report, comparable to the 
repects tesued by corporations, not enly allows for financial review end 
eveluation but gives the Congress a device with which to determine the success 
achievad from year to year in the wey the fend management is complying with 
the intent of the law. in addition, as requested by the Appropriations 
Camalttee, semi-emmeal reports of the came cheracter are submitted to the 
comaittee of each house, “* 

Prior to sulwaiesion to the Congress all external reports are reviewed, 
audited, and evaluated by the Secretary of Defense, Bureau of the Budget, 
ond the General Accounting Office. 

Department of Defense Instruction 7420.6 provides thet the sulanicsion 
ef reports om a quarterly basis te meet the requiremente for overall 
financial review, for use in the preparstion of reports to the Congress, and 
to facilitate financial contrel ections under the budget precess be subaltted 





2Spablic Lew 216, Sec. 405, 


2 pactmont of Defemme Directive 7420.1, p. 33. 
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29 
to the Secretary of Defense. 2° 

Reports on the status of appropriation accounts submitted on a monthly 
basis to the Bureau of the Budget round out the continuing external control 
methods employed to check fund operations. 

These external reports use narration, financial statements, and 
graphic presentation to present the operations and readiness position of the 
fund as a unit and by each category of material individually. 

Explanations of all unusual items shown in the financial statements 
are furnished in notes attached thereto. The reports set forth data with 
respect to apportionments, obligations, expenditures, and stock transactions 
by each material category for which separate budgetary control has been 
established. 

A narrative section included with the anmal financial statements for 
each stock fund division or material category includes an analysis of 
Significant financial regults and trends, comments on management improvements 
and progress attained as well as information on corrective actions initiated 
or planned. It also includes a schedule of the surcharge rates for losses 
for each major material category, with such analysis of the factors affecting 
loss experience as may be appropriate for review of pricing. A narrative 
report also accompanies the quarterly report submission, but this narrative 
is limited to significant changes affecting the budgetary and cash progrem 

22Department ef Defense Instruction 7420.6, "Financial Reports for 


Department of Defense Stock Funds," (Washington: Department of Defense, 
September 19, 1961), p. 2. 
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requirements, 

The statenents deseribed in the paragraphs to follow include the 
combined report end budget forms required by the Office of the Secretary of 
Defense in overall financial review, in preparation of reports to Congress 
and other goverment egencies. These statowents are as follows: 

Statement of Financial Comdizion 

Changes im Capital of the Fund 

tumanry of Cash Sources and Application and Cash Budgets 

Inventory Statue and Transaction Statements 

Operating Budget Statement 

Reimbursable Isquec (uet) 

Statue of Budget Autherity.*/ 

The statement of Financial Condition summerizes the aseets, 
liabilities end capital of the stock fund or stock fund division at the end 
of cach quarterly period and at the begioming and end of the fiscal year. 

The Statement of Pinancial Condition, Teble 2, is shailar in form and 
gemerel content to a commercial belance sheet. A close analysis of Figure 2 
will veveal ouch familiar accounts as “Accounts Receivable” aad "Accounts 
Payable.” I should be romemberad that at the outset of this paper it was 
Ghown it was the intent of Congress te establich a fund which would closely 
parallel the operation of commercial-type enterprises; this “Statement of 


29 suid. 
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TABLE 2 


(DEPARTMENT) STOCK FUND 
STATEMENT OF FINANCIAL CONDITION 
( Date } 


Assets . CURRENT FISCAL YEAR 


ESTIMATED 
CURRENT DATE ACTUAL JULY 1 JUNE 30 
Cash: 
a. Funds available for disbursement : 
b. Funds held in unallocated reserve 
Co Total available Treasury balance 
Accounts receivable: 
a. Government agencies 
b. All other es 
Co Tatal accounts receivable 


Inventories of materiel 
Materiel ta be received under abligations 


Undistributed callections/disbursements 
Other assets: 





Tatal assets 


 Llabilities 


Accounts poyabie: 
G. Goverment agencies 
b. All other 
Ce Tatal accounts payable 


Stack withdrawal credits 
Undistributed collections/disbursements 
Other liabilities: 








Total liabilities excluding Copital 
Capital of Fund 


Tatal liabilities 


Data an obligational authority: 
a. Contracts and orders outstanding 
b. Commitments outstanding 
c. Balance of budget authority for commitment 








$2 
Financial Condition’ should be an indication of the estent te which the 
operation of the fund does im fact “copy” ox follow commercial-type 


accounting. 


The cecond statement to be coneidared, Changes in Capital of the Fund, 


Table 3, reflects the changes in capital for the reporting periods of the 
quarter ami fiscal year. This statement provides a separete analysis of the 
balances and additions and deductions affecting the net changee in capital 
due to aporoprietions, cash transfer, capitalined iuventorics, end operating 
results. 

Twe items on the Changes in Capital of the Pund Statement porheps 
reguire additional explanation. Lina item 4.6, “miscellancous (net," 
seflects the uet increase or decrease due te cach overages end shortages, 
service contract costs incurred in commection with hendling such iteme as 





mm, oils, aad lubricants, and othar net increases or decranses not 
properly clasaified on other limes, The aecond item requiring more detailed 





iom is Line item 6., “Prior Year Adjustments." Here is reported the 
@usunt of adjustments which affect siopnificantly the amount of capital 
reported at the close of the prior reporting period. The eaount reported on 
this line will consist only of adjustments to transportation costs, repeir 
eocts, claims or other axpances, ami related balance cheet accounts such as 
geeeivables, payables, ari cash. It should be acted that adjustments which 
affect inventory transaction will be considered as current period 
adjustments om line 4.4 and will not he ijacluded on this line. 
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33 
TABLE 3 


(DEPARTMENT) STOCK FUND 
CHANGES IN CAPITAL OF THE FUND 
(For the Periods Indicated) 


This Period 


Total capital at beginning of period 


Changes in cash capital : 
Direct appropriations 
Cash allocations to stock fund divisions 
Less cash returned to Treasury 
or transferred to other appropriations 
Less cash transfers to unallocated reserve 


Total 


Changes in inventories capitalized : 
Inventories of materiel capitalized 
Materiel to be received under 

obligations against procurement 
appropriations 
Less stock withdrawal credits 
Less inventories of materiel 
decapitalized | 
Total 


Operating changes in capital: 

Revision of standard prices (net) 

Purchase cost variance (net) 

Surcharge for net losses - 

Surcharge for transportation costs 

Price discounts on reparable materiel 

Return of materiel without credit 

Receipt of materiel without charge 
(except f and line 3) 

Issues of materiel without reimbursement 
(except { and line 3) 

Materiel transferred to property disposal 

Inventory losses and adjustments 

Single manager reimbursements for losses 

Net recoveries on sales of excess, sur~ 
plus and scrap 

Transportation costs 

Repair costs 

Miscellaneous (net) 

Total 





3. Total changes in capital during period 
6. Prior year adjustments 
7. Total capital at end of period 


Year To Date 
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The Summary of Cash Sources and Application and Cash Budgets, Table 4, 
is primarily for management use in review of cash forecasts and in regulating 
the amount of cash required for allocation to a stock fund or stock fund 
division and it provides also an analysis of the treasury cash balance. 
The statement is cast essentially in the form of a statement of sources and 
application of funds in terms of cash rather than fund capital, with cash 
transactions shown separately as derived from appropriations and operations. 
The section on “Operations" is designed from the standpoint of commencing 
with revenues and expenditures on the accrual basis and converting such data 
to the cash basis by adjustments for changes in receivables, payables, 
progress payments, and other items of the same nature. 


The columnar data are submitted in accordance with the following 





requirements: 

1, Quarterly reports Cols. 2 and 3 (current Fiscal 
Year) Col. 2 only with the 4th 
quarterly submission. 

2. Anmual budget estimate Cols. 1, 4 and 5. 

3. Apportionment requests Cols. 2, 3, 4 and 5. 

4, Reapportionment requests Cols. 2, 3, and 4 when the 
revised cash requirements (col. 3) 
will cause a change of 10% in line 
8£ (cash collections) or 93 (cash 
expenditures) from the amounts 
reported on previous quarterly 
submission, * 
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Ibid., p. 8. 
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TABLE 4 
(DEPARTMENT) STOCK FUND 
SUMMARY OF CASH SOURCES AND APPLICATION 


AND CASH BUDGETS FOR PERIODS INDICATED 
(In thousands cf dollars) 


Current Fiscal Year (19CY) 


ee eee 

Actual | Approved Proposed Estimate 
Past Actual Current Revised Budget 
Year To Operating Operating Year 

(19P Y) Date Budget Budget (19BY) 


EE Nes 


ee eee ene nM eee _ _ eee 


Appropriations 


Cash provided by: 
Direct appropriotions 
Cash ollocations to stock fund divisions 
Total cash provided 
Cash applied to: 
Cash retumed to Treasury or transferred to 
other appropriations 
Cash transfers to unollocated reserve 
Totol cash applied 
Cash provided less cash applied 


ee ne 


ES EE OC 


ee 


ee ee w= —ee eee _ _ ee 


eee emcee 


erations 


Cash provided by revenves: 
ao. Reimbursoble issues (net) 
b. Proceeds from sales of excess, surplus 
and salvage 
c.  Miscelloneous 
d. Totol revenues accrued 
e. Accounts receivable decrease (+) 
or increase (-) 
Ue Totol cash collections 
Cash applied to expenditures: : : 
o. Materiel procured 
b. ‘Transportation 
c.  Repoirs 
d. Miscellaneous 
e. Totol accrued expenditures 
f. Accounts payable decrease (+) or 
increase (-) ; 
g- Other liobilities decrease (+) 
or increase (-) 
h. Progress payments increase (+) 
or decrease (-) 

1. Undistributed collections/disbursements - net 
i. Totol cash expenditures 

Cash provided less cash applied 


eee lee le Ca ee eC” 


ee 0 ee ee 


—e ee 


EE 
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Net change - increase (+) or decrease (-) 
Available Treasury balonce ot beginning of period 
Availoble Treasury balance at end of period 
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The similarity of the Summary of Cash Sources and Application and 
Cash Budgets to its commercial or civilian counterpart, the Statement of 
Sources and Application of Funds, should be readily apparent. No further 
explanation of the line items is deemed necessary. 

The Inventory Status and Transaction Statement, Table 5, is prepared 
on an annual basis to show the changes in inventory by major material 
category for the reporting period ending June 30. Fiscal year totals are 
reported for each line. This statement provides an analysis of transactions 
in accordance with stratification inventory in accordance with regulations 
otherwise prescribed, It is not required that separate accounts to record 
inventory transactions by stratification be established, as such 
transactions are estimated upon a statistical basis. However, most of the 
transactions, excluding price adjustments, are of such a nature that they are 
readily identified to the broad type of inventory stratification. 

It is essential that summary information be available in order to 
determine procurement requirements and obligational and commitment authority 
for each major material category. The Operating Budget Statement Major 
Materiel Category, Table 6, provides this summary information. The purpose 
of this budget is to relate the estimated material availability (line 16) 
to the material requirements (line 3) to derive the amount of material 
required to be actually received from procurement into the system (line 17). 
This amount is then reduced by material on order at the beginning of the 
period and increased by the estimated amount of material required to be on 


order at the end of the period in order to derive the total obligations for 
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39 
procurement requirements (line 19). Other obligations and total commitments 
outstanding at the end of the period are then added to determine the total 
obligations and commitments (line 23). 

The Reimbursable Issues (Net), Table 7, is submitted each quarterly 
period for each stock fund to show the amount of net reimbursable issues 
(sales). The statement reflects the actual and the forecasted sales, as 
appropriate, by the fund or appropriation from which they are financed within 
the reporting military department, 

Reimbursable issues (sales) to other agencies of the Department of 
Defense and other government agencies are reported by specific agency name. 

Reimbursable issues are stated net of credits for material returns 
and anticipated stock losses. Sales of excess material and other 
miscellaneous revenues are not shown on this statement. 

The Status of Budget Authority, Table 8, reflects the status of the 
obligation and commitment authority for the departmental stock fund based on 
the operating budgets for each material category. This statement indicates 
on separate lines the budget authority and limitation for each material 
category. The statement provides data on obligations incurred for the period, 
amounts reserved for commitments and available balances. 

It should be readily apparent that the attainment of businesslike and 
efficient operations is ever fostered by the levels of review that are 
involved in this evaluation of operations. By these annual, quarterly, and 


monthly reports authorities are receiving information which assists in making 
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TABLE 7 


(DEPARTMENT) STOCK FUND 
REIMBURSABLE ISSUES (NET) 
( Date ) 

(In thousands of dollars) 


Current Fiscal Year (19CY) 














Actual Approved Proposed Estimate 
Past Actual Current Revised Budget 
Year To Operating Operating Year 

(19PY) Date Budget Budget (19BY) 

1 2 3 a 5 
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Other Government agencies: 
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42 
timely and effective decisions which axe im the best inmtexveat of the Marine 
Corps, the government end the nation. 
The internal reporting proceduxes of the fund ave utilived to generate 
the inventory end financial date necessary for management in compiling 
weporce, formilation and execution of the budget, comtrol of apport Loned 





fomis and control of inventories, 

Reports reflecting stores balances, and supply classification ara 
prepared monthly by each of the activities in the Marine Corps Stores Syste: 
for each category of materiel. The reporting activities repert the dollar 
value of the opening and closing inventories and the value of all 
transactions affecting increases and decreases to the inventory. The 
comsolidated raports prepared at Readquarters Marine Corps are utilised in 
meking stock control, budgetary, and management decisions. 

A stock status report is made on an item basis for each of tho major 
supply activities for all items of supply on which stock statue information 
is required. Steck gtatus reporting is “the process of reporting selected 
items of supply in specified formats with all information necessary for 
Luvenkery nenagenaoat "7 

Stock status reporte are submitted to stock managers for such 
management reviews as determining requirements, procurement cbhjactives, and 
vepooitioning cf aspetsa., Reportable information consists of quantities 





2 Department of the Navy, Headquarters United States Marine Corps, 
Marine Corps Order 4440.14, "Simplified inventory Control Prograna, 
—_ of," (deshington: Department ef the Nevy, December 9, 1960), 
pp. * * 
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43 
available for issue, expected receipts, outstanding obligations, replenishable 
demands, stock in transit, and nonreplenishable issues. Stock status is 
reported on an exception type reporting basis whereby only these items having 
tramsaction activity are reported. The reports are summarized monthly at 
Headquarters Marine Corps into a consolidated Stock Status Report. This 
consolidated report is then utilized to insure a proper balance for procurement 
decisions, and as a base for the stratification program. 

Stratification is the program by means of which assets of the fund 
are identified by intended use. Stratification is closely related to 
requirements determination and the budget process and is derived from item 
computations. Stratification is a reflection of an inventory manager's 
actual operations in the computation of requirements and application of assets 
for procurement, redistribution, repair, mobilization retention, 
apportionment, and budget purposes. 

Stratification provides fundamental inventory control data upon which 
many supply operations can be based. It provides a basis for preparing 
apportionment and budget requests by indicating deficiencies in assets which 
need to be funded in order to meet requirements. Through stratification, 
quantities of items in long supply which should be retained or disposed of as 
excess are indicated.~~ 

The stratification process requires that stock levels of each item of 


each material category be individually analyzed with respect to readiness 





2 Department of the Navy, Office of Naval Material, NAVEXOS P-1500, 


Navy Policy and Standards for Inventory Management, (Washington: Department 
of the Navy, February, 1960), pp. 6-8. 
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4k 
position. 


Stratification is accomplished annually by each inventory manager on 
all items under his control, This involves the computation of peacetime and 
mobilization requirements, as appropriate, and the allocation of assets 
against the requirements. As a minimum, each inventory manager is required 
to stratify his inventory on a quantitative and monetary basis with respect 
to on-hand stock and expected receipts for the following strata: 

1. Peacetime Force Material Assets: That portion of the total 
material assets which is designated to meet the peacetime force material 
requirement. 

2. Mobilization Reserve Stocks: That portion of the total materiel 
which is designated to meet the mobilization reserve materiel objective. 

3. Economic Retention Stocks: That portion of the quqntity in long 
supply which it has been determined will be retained for future issue or 
consumption as being more economical than future replenishment by procurements. 

4 Contingency Retention Stock: That portion of the quantity in 
long supply of a military-type item for which no authorized requirements 
exist, and which normally would be considered as excess stock, but which it 
has been determined will be retained for possible military or defense 
contingencies. 

5. Excess Stock: That portion of the total assets of an item which 
exceeds the retention limit for the item and which is to be disposed of as 


3A 
excess property. 





3linid., pp. 6«9. 














ae Ce Sere Sere? ee Cee 0 oo eee oe « 

FE a a ei ee 
6) ee Se tee eer! eee 
ee Sed Rh O OF SN ee on 





ee ee eT a 
-—— es Adie +6 a ~~ <embed «1 

. tS ee a em © ty Ge <cee  eded eel 
. a) cet omer te UY ee ee ee ae 
See et - A ee 

oO Chey ct he a” ———— a a 

: hee eee NE mt tle 8 & 
OUR” Oh tee eee ee eee ae 
a Ls oe ee @ ELE eee ce | 7 


_ 
| iatetunt ink a ee 
ee ee 





ae 






5 


These subdivisions are designad to shew the dollay value of Laventery 
avgilable to meet She regiivewents for peacsetine and te support applicable 
sirategic mobilization plans. The ecanamic reserve, contingency reserve, and 
exeeas stock ax: alse measured for detexmination of the awunt of atocks 
avellabie for sale without vepurekese and fer yedilatyibution or disposal. 

Table 9 reflects the Marine Gorps Stock Fend Inventories by 
stratification. 

Tima wo heve reviewed the history of the fuad, its orgamination, 
operation, and the reports end eontwels which are so essential to efficient 
operation, In Chapter VI cur attention will be directed to capital investment 
sad a discussion of the stock fumd budgetary process. 
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CHAPTER VI 


Before spending money to acquire specific items serious study must 
be given to the amount which cen be profitably spent, just how it should be 
spent, and what vesulte can reasonably be expected. In order, therefore, 





to meet these reaponcibilities, the Marine Corpse and particularly the managers 
of the Marine Corps Steck Fund mast constantly improve the mamagerial tools 
for the direction and control of procurement funds. One such tool used in 
the stock fund is the commercial budget. 

In @ steck fumd operation the fundamental purpose of the commercial 





budget is to ascertain the most profitable course to follew and to develop a 
balanced and coordinated progrea which will held the fund to that course, 
Budgeting provides a veluable teol of coatrel, for without such planaing 
inventories would very Iihely be cut of proportion end invested funds wasted, 
When fumis ere received they mst be obligated in « mamer which conferms to 
the policies aad objectives of higher authority; they must be employed so 
thet the greatest retura is received for each doller invested, 

Department of Defense Directive 7420.1 states “each military department 
shall prepeze and maintain ea budget program forecast (hereinafter referred to 
25 8 commercialetype budget) for the depertmentel Stock Fund." This term 
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= ~type” budget has been misleading to the uninformed and hes led 
many people to think of the stock fund budget as separate and distinct fron 
the traditional goverament budget. The feplication is that the stock fund 
laadiget is developed in a mammer cimilar te a comercial or business budget 
exi without vegard to regulations pertaining to other public funds. But as 
will be weadily apparent from the paragraphs to follow, such is not the case. 

& business or commercialetype Inndget ia normally considered to be the 
financial plen, objectives, or goals of a bueciness for certain forecasted or 
eerpected acenoml« conditions, The basis for a coumercial-type budget is 
usually a ferecast or estimate of sales. 

the traditions] governmental budget oan more accurately be defined 
ag the justification end defense at various review levels of the estimated 
requirements of a given program or objective. Ita foundation is the progran 
to be accomplished or the service te be performed. In the operation of the 
stock fund beth the calas forecast used by the commercial or business budget, 
amd the program te be accomplished or the service to be performed, are in fact 
comsidered in preparing the stock fund budget. 

ta theory, budgeting ec an ettimetiag process which eviminates in an 
eppropriation request before Congrese in required crly when it is deeired to 
@ageent the capital invastuent of the fund. Actuel practice, hovever, 
yequires thet a ‘commercial-type" budget be subsitted in the ammal 
departmental budgete for each year: 
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The coumercial-type budget for the Stock Fund shall be 
submitted in the annual departmental budget for each year as 
prescribed in Budget Circular No. A-11, "Instructions for the 
Preparation and Submission of Annual Budget Estimates." As 
part of the prescribed statement of program and performance, 
there shall be included a description of the proposed major 
financial policies relating to the Stock Fund and each 
Division or Material category therein, with an explanation 
of any significant changes from existing policies. Requests 
for increase in Stock Fund capital shall be submitted with 32 
the budget accompanied by an explanation and justification. 

Because of the authority of reviewing echelons to withhold funds, 
restrict obligations, and at times transfer funds back to the Treasury, this 
budget is in fact a justification and defense of the programs and objectives 
of the stock fund. 

Since it would be almost impossible to distinguish between the 
portions of the stock fund budget which are based on sales projections and 
those portions which are based on programs to be accomplished or services to 
be performed, it has become accepted practice as indicated previously to 
refer to stock fund budgets as "commercial-type" budget. Although in theory 
the fundamental ideas are different, the information furnished is utilized to 
achieve the same ends--control and the most efficient use of resources. 

Facts and figures obtained as a result of the sales forecast and other 
projections of the commercial (stock fund) budget are used to justify 
Obligations and expenditures requested in the traditional budget. 


Obligation and expenditure authority granted as a result of the governmental 


type of budget are used to achieve the forecasts of the commercial budget. 





32pepartment of Defense Directive 7420.6, p. 28. 
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The Secretary of the Navy, in conjunction with the Cormandant, 
Getermines what the Marine Corps is expected to do in the budgetary period, 
These determiuations constitute the progran objectives of the Marius Corps 
end are a part of the overall program of the Department of the Navy, Based 
upon the pyogram objectives, the Commandant isoucs a guidance latter covering 
policy, missions, and level of operetion for the budget period, Tre level of 
operation as stated in the Camgndant's letter may be expressed in specific 
temas of personne] cellings, work load, and operation echedules. The guidanca 
Letter is the beeis upon which subordinate commends plan operations aad 
suimait budget eotimates. 

As with the conventional types govermmental budget the preparation of 
the stock fund budget begins as econ aa the guidance letter is received. The 
manegers of the Supply Inventory Control Pointe compile and prepere the 
neceasary lnuigat information from the recommendation of the Stock Pund Beard, 
reports submitced by ficld activities, and avaliable historical and 
Statistical data. The Beard couverts the tactical, technical, and operational 
pelicias of the guidance letter ince maccr del requirement tems. 

Simee the stock fund cxlsts te do service for or sell its steck to 
field activities, the appropriation requests or budgec astimates of these 
orgenieztions are analyzed to dotermine the volume of business that can be 
expected from these areas. 

Once the dafoermation is amacced it is acoombled in the prescribed 
budgetary form, “Operating Budget Statement," as required by Department of 
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51 
Defense regulations described herein in the preceding chapter. 79 

At this point in time the collection, interpretation, and conversion 
portion of the budget preparation is completed. It now remains for each 
echelon to review the estimates, with cach ascending command in the budget 
"chain of command” attempting to justify the figure submitted. 

Some of the most vigorous reviews of the Stock Fund Budget requests 
are performed "within the family," so to speak. That is to say, that the 
different clements in the Marine Corps Stores System are asked to present 
their budgetary requirements and justification to Headquarters. This is an 
informal presentation, however, and can be of aid in spotting weak 
presentations and in strengthening in general the subsequent presentations 
before less friendly audiences, 

The stock fund budget as a subdivision of the Marine Corps budget 
follows the same general path required by other appropriation requests for the 
Department of Defense. The budget call comes from the President through the 
chain of command to the Commandant, where it is converted into estimates. 

The review by the Commandant of the Marine Corps is accomplished in 
the form of a presentation by the staff members responsible for the budget 
estimate of a particular program. The Commandant's review serves to acquaint 
him with the details of the budget, acquaint the individual staff agencies 
with the overall budget, and is used as a rehearsal for those individuals 


responsible for presenting and justifying the budget at the next level of 
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Following ea review by the Comandant of the Marine Corps and the 
Gecvetavy of the Navy, the budget is then sulmitted to the Office of the 
Secvetery of Defense. At this potat the request becomes merely @ part of the 
total military requirements and the submission of the request to the Tureau 
of the Budget is at the Secretary of Defense level. 

At this point the oubsequent subnisaion of the luiget te the Gongross, 
the various Mouse aml Senate hearings and bills, passage and return as a 
public law follay the very same procedures ag those of any reguler 
appropriation request. 

Te should be noted that at each echelon of review in which the 
estimates are modified the budget ic returned to the management control points 
in ozder that new ostimetes can be prepared in accordance with the recomaenmiod 
mack up? before resulmission is atteupted, The effect of major decisions 
can be caleulated and cbhjectives aml programs within the major meterial 
emtesories revised accordingly. 

The signing of the appropriation act by the President does not make 
the funds available for use, Statutory eastherity alone is wot enough; 
edministretive authority must also be obtained. This applies evea te a 
revolving fund which in theory in self-perpetuating. 

In order to make the funds avellable an apportionment must first be 
eecured. The Commandant secures apportiomaent by making a request ia the 





a change or modification at the secretarial level, Buveau of the 
Budget, om Congress of the original estimates submitted. 
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53 
preseribed form to the Bureau of the Budset. Apnertionments requested are 
based on the approved plans and programs upon which the appropriation was 
granted, fiacluding ar rod changes thereto. Apportiomaents are requested 
for the entire fiseal year in such amounts as will support the requirements 





of each quarter, Roquests may be cubmitted et any time for changes in the 
apporticoment considered necossary to meet new requirenents, 
the Bureau of the Budget by che Secretary of the Navy and the Nevy Comptroller, 
Asay or all three of these offices may hold hearings at which the Marine Corps 
must justify its apportiomment request. 

Tne administrative details sc necessary to make the funds 





appropriated by the Congress and epportioned by the Burean of the Budget, 
avatilable to the Marine Corps have uct been completed to this point in tina. 
The Commandant must yes sulacit ae request aad receive approval from the 
Comptroller of the Navy for an allocation of the approved apportionment. 
This request ic basod on the juctifieations submitted for apportionment ani 
becomes the plan for financial control and menegement of the budget. 

Budget excacution is the carrying out of the approved budget or plan. 
le consists of (1) the distribution of authority to ebligate and expend funds; 
aué (2) a contimal analysis and evaluation of the budget plan. 

Obligational authority extends from the Comeandant through the 
Quartermaster Geueval to the Supply Taventory Control points and to the 
field activities. This authority follows the same lines ag the Stores Supply 
Syoten, Funds at @ach level are obligated im accordance with individual 
budgets which have been constructed and modified 4f necessary to agree with 
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the overall stock fund budget. Overall control is maintained at the 
headquarters level — the use of the financial reports illustrated in 
Chapter V. In accordance with Department of Defense directives "Stock Funds 
Shall be included in the monthly reports on the status of appropriation 
accounts required by the Bureau of the Budget in accordance with Budget- 
Treasury Regulation No. 1," Flexibility is maintained by continuous 
evaluation of the operational needs of the Marine Corps by the Stock Fund 
Board. Changes in tactical requirements which affect material readiness are 
analyzed and reflected in modifications to the original budgetary plan. 

All that remains to be accomplished at this point is an objective 


evaluation of the fund. This will be the subject of Chapter VII. 








Wath the passage of Title IV ef the National Security Act, it was the 
iatent of Congress thet certain benefice in the fields of financial management, 
control, budgeting, and accounting then baing exployed in comercial 
enterprises would accrue te the military services with the resultant effect 
that more efficient operation in the military in theae areas would be realised 
in lower oost of operakion. 

As wes iudieated in Chapter TT, the adeption of the principie of the 
stock fumd wes mot a aimple task in the Kawine Carpe sinee it really 
meeassitated a complete evaluation of finmencial management in the corpse, This 

ewaluation of finencial mencecwent 
| 





, resulted In the birth of a new philosophy 
im the aree of fivesl matters. Recent élrectives of Meadquarters, Marine 
Corps are proof of the importance pleced on financial management by the 
present day members of the Corps. 

The ecceptance and recognition of the relative impertance af sound 
fineuclal maaagement principles in the Marine Corps is Largely reflected ta 
the success of the ateck fuad. Admittedly the fumd ac achieved great GAGCERS 
end contimes to achtewe its basic purpose; but in order not to infer that the | 
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56 
fumd has been entirely successful it might be desirable to reflect upon the 
oviginal purpose or objective of the steck fund principle. 

In the following paragraph, ea general review is made of the progress 
toward the fundamental chjectives of royolving fumd operations in military 
susply functions, In order better to critique or analyse the ebjectives of 
the stock fund those objectives, as stated, have been catracted from 
Department of Defense Directive 7420.1. 

2, Funds will be provided autemetically for replenishment 

ef stock through reimimreqament to the Steck Fund for material 
consumed or sold, 

Yundamentally, this objective will be impessible of achievement as long 
as stock fund operations are subject to the apportionment process, The funds 
apportioned have bean greatly under the amount requested. 

The Advisory Camsictea on Fiscal Orgenisation and frecedures (Cooper 
Comittee) "> made a specific recommendation vegerding the application of the 
eecs to military stock fumds., Their negative recommendation 





apportiomamnt pre 
was not comeurred in by the Bureau of the Budget. Im rebuttal, the Berean of 
the Budget has stated that apportionmant action will be necessary until such 
time as military stock levals are deemed acceptable, Since the apportiomaent 
sens comtimmes in effect it can only be gurmized that this hes not yet been 





attesined, 
Until the review system presently in use for apportionment and 
allocation is eliminated or —— ——s — as 2 means to justify end 
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57 
defend the policies of the fund management will contimie to be 4 year-eround 
task. 
b. There will be wo detervent and ac incentive to place 
obligations other than when required because of the avallebility 
er none~avaiilability of appropriations. 
The total funds apportioned by the Bureau of the Budget have never been 
fully comaltted. This has been the result of eloce financial analysis of a 
continuing neture. Under revolving fund operations, there is a distinct 
relationship between material purchased aad sold which does not axsict in the 








case of procurement fran samuel ropristions and subsequent iesuce without 





charge. As a sule, chligations axe imeurred subsequent to analysis of sales 





trend or income. 
c. Obligatious for purchase of Steck Fund items may be 
timed Grithout speculetion) to take advantage of favorable 
prices, whereas such timing would be tupossible if the items 
were fisenced under Limitations of annual appropriations, 
Aichough this objective has been diffieultr of achiewemem co tin 
fullest duc co the appertiomnent process, its import hac imcereaged with the 


idea of stratificetion discussed in Chapter V, It is maw recoguiced that 





scommaies in procurement wust be divectly related to the dapaet such action has 
ou the dietribution system levai of supply. This facet of logistical plaming 
hes vceflected considerable application in the ares of maintenance spare porte. 


d, Ts the extent othervise deumed appropriate, — 3 
aervice supply, or okocs-servicing between the Department, is 
facilitated in the cage of these supply items financed under 
Steck Funds, because such stocks may be procured from, and 
“soopled’ under, one fund by the Department retponsible for 
cterage, with the ewoldance of separate eecounting for 
procusement gad stocks for and by several owners. 
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The basic principle of crosa«servicing and single-servies procurement 

hes been used widely within such materiel categories as subsistence, ordnance, 
vt aad electronies, Sines this ls an area which could eventually 

be subjected te major chanses under thea Defense Supply Agency little can be 
edded to what has already been noted. 

e. The financing end accounting for materials, supplies 

and equipment procured and held for tha reserve forces 


(civilfen components) or other users of common items within 
the military department ere simplified similarly. 





fais obiective bas little application to the Marine Corps Steck Rud, 
Tee application is rastricted to the reserve ferces of the Merine Corps and 
primarily cmeeoras individual and organisational clothing, and general 
puonerty. These sales have averaged less than 4% ammally. 


g. The financing through a Steck Fund of mobilisation 
reserve stocks of consumable materials and supplies results 
in their protection for the use for which they are intended, 
becmise they cammet be diverted to meet current needs without 
provisions for replacement through reimbursement from current 


Tho abliity of the fumd to finance known deficiencies in mobilisation 
weserves ia minimized by the dollar requirement needed to raise peacetine 
operating stock Levels, Consequently, there heve been years in the funds 
existence when mo appertionmacn: of funds has been for the specific procuresent 
of mobilisation reserve stocks, 

g. The imetituticn of the cequirement for financial control 

ever the cost of eonsuuption of material carried in the Stock 
Funds, a¢ a part of the nomesl processes of bedgeting and contro} 
ovar the oxpenditure of appropriated funds, is a force for 
greater cost consciousness, economy aad efficiency in the use of 


such meterial than axcists when fimmmcial contrel over material 
la confined to procurement requirements. 
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59 
abie to align ite sales expectancy directly with the funding avallable to its 
large volume “customer.” This has advantages eas well as disedventages. It 
has been a fecter in emabling the Stores Accounts Management Section to male 
more realistic forceazt but aleo injects a degrac of inelasticity into the 
came forecasts, This occurs when an annual appropriation sustains a “out 
aul these responsible doem that tke decreased availability affeets precisely 
ccomarable purchases from the stock fund. This hes vesulted in many mmerous 
delays in concluding formslation. 
h, The use of a Stock Pund can be made a force for close 
contrel over crocks of the respective items of material cerried 
in the Pund through the control over financial resources of the 
Fund in relation to cupply requirements. This uoe of the Fund 
will provide an eutomacic incentive for limitation of inventory 
levels, better balenced inventories, and limitations of 
procuremen: requirenents of peacetime operating stocks. 
43 has been cited heretofere, the investment level for the Marine 
Corps Stock Pund is fundamentally eontrelled throurk the apoortioument process 
end several rolated budget heariags, Otvatifieatton of inventory levels has 
proved Kighly beneficial in attempting to accomplish this abeve objective. 
But until a vravised philosopiryy is forthcoming concerning the apoorttoment 
comespt for steck funds complete achievement will never be realiced. 
i. Gme vesule of the Sreck Pund device is that budget 
estimates amd reperted costs of materials, supplies, end 
equigment iesued from che Steck Mund ere stated upon the basic 
of consumption rather than purchase. This ie a better ocadgure 
of perfoumanea costs of theec activities which use auch 
materviaies ami supplies. By this deviee, the accrual basis of 
accounting for appropricstions is provided in a reletively 
simple mumer. This will eld in Eleanciel control ef the coots 


of operating 411 activities, including budgetary reviews of 
nll programs. 
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Contimous dmprovement has been reflected in Marine Corps Stock Fund 
accounting and reporting techniques. The steck fund device bas had a very 
f{everable overall effect on cupply operations within the Marine Corps, 

Detailed reviews at ench level confine and vestrict the broad 
menaoceumd: control of the Guartermester Generel, Menagmeent has heen veehened 
tue to the ti 
nevcess. Thase reviews defer firm plamung of investment levels and create 
an air of skepticiom in the mind of the field commander who is acutely aware, 
met only of the economy brought ebout through use of the eteck fund device, 
tut of the need to meet supply demands. 





maing emi detailed veviews incident to the apport foment 


Yo attempt will be made to pags judgnent on the degree to which the 
otock fund hes achieved the objectives enticipated by the Department of 
evaiuetion of these results will be the prerogative of the individual reader. 
But, before passing judgaent, ome should be cautious not to condem or praise 
the stock fimd principle based solely om the degree of success to which thease 
original objectives have been realized, but with full reeegnition of the 
“fringe benefits'' which have accrued es a result of implementation of the 
stock fund concept. 

One of the objectives listed et the outset of this paper wae to 
atteapt to “exyetel-bell;” whet, how, or if at all, The Defense Supply Agency 
will peseibly modify, augment or replace the depertmental stock funds. | 
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In its infancy it would appear that the Defence Supply Agency is «4 
further ettempt to refine the idea of cingle-manager, to provide additional 
savings through the purchase of “bulkelote"” of common use ites, and to 
aceolevats the effort of standardizing items of equipment and clothing in 
order to realise more fully the objective of economy throug! 
ond bulk purchases, 

So, @t this point in time it would appear thet the Defense Supply 
Agency will have littie effect upen the operation of stock funds other than 


single-managers 





te provide an additional source from which eesets will be purchased, 


In concluding it might be well to dwell fer a moment on probably the 
moct significant accomplisiment of che etock fund, 

ane establisinwnt of a samd and standardised syste of 

unting ic am eagential tool toa the suceesaful operation of a stock fund. 

Just as a commercial business must know wheve it {6 going, the successful 
steck fund administrator mist be assured of investing his availiable fimds 
wisely to mast ascigned objectives and must mow these fimds are not being 
dissipated through poor management 
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policies. Good accounting procedures 





provide the raw material for management decisions. But, prior to the 
implementation of the fund principle no euch system was in fact im effect in 
tm essence then, the greatest single achievement which resulted from 
the adeption of the steck fund is the necessity fer a reevaluation of the 
entire financial management philosevhy in the Merine Corps, and the attendant 
improveemnts which have veculted from this evaluation. 
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